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"MOORE KIRKLAND & BEAUSTON L.L.P.

Certified Public Accountants & Consultants

MEMBERS OF THE AMERICAN INSTITuTE OF CERTIFIED PUBLIC ACCOUNTANTS AND THE SOUTH CAROLINA ASSOCIATION OF CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors’ Report

The Board of Directors
Southern Financial Group, Inc.
Columbia, South Carolina

We have audited the accompanying statements of financial condition of Southern Financial
Group, Inc. as of December 31, 2001 and 2000, and the related statements of income, changes in
stockholders' equity and cash flows for the years then ended. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Southern Financial Group, Inc. as of December 31, 2001 and 2000, the
results of its operations and its cash flows for the years then ended, in conformity with generally
accepted accounting principles.
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West Columbia, South Carolina
March 26, 2002

150 Morth Ninth Street West Columbia, SC 29169 Phone (803) 791-7472 Fax (803) 796-1168
P.O. Box 1036 110 Pinewood Avenue Hartsville, SC 29551 Phone (843) 332-1335 Fax (843) 332-9010
1616 Ashley River Road Charleston, SC 29407 Phone (843) 766-5010 Fax (843) 766-5768
www.mkbcpa.com




Southern Financial Group, Inc.

Statements of Financial Condition
December 31,

Assets
Current Assets:
Cash
Receivable from clearing organization
Accounts receivable
Prepaid expenses
Total Current Assets

Advances to affiliates, net
Advances to employees, net
Furniture and equipment, net
Deposits

Other

Total Assets

Liabilities and Stockholders' Equity
Current Liabilities:

Accounts payable

Accrued expenses

Commissions payable
Total Current Liabilities

Stockholders' Equity:
Common stock ($.01 par value, 250 shares authorized,
issued 100 shares; 90 shares outstanding).
Additional paid-in capital
Retained earnings
Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

See accompanying notes and independent auditors’ report.

2001 2000
$ 333,880 § 382,474
37,768 26,587
117,732 593
69,873 38,400
559,253 448,054
1,172,846 1,095,485
115,088 156,096
113,531 188,443
15,353 17,028
3,300 20,178
$1,979,371 $1,925,284
$ 129,526 $ 121,297
73,477 13,658
58,736 110,903
261,739 245,858
1 1
855,441 855,441
862,192 823,984
1,717,634 1,679,426
$1,979,371 $1,925,284




Southern Financial Group, Inc.
Statements of Income
For the years ended December 31,

See accompanying notes and independent auditors’ report.

2001 2000
Revenues:
Commisstons $ 2,300,519 $ 4,855,691
Concessions 69,535 283,074
Investment banking 2,848,908 2,927,869
Interest 85,384 105,357
Other 8,197 42,439
Total revenues 5,312,543 8,282,182
Expenses:
Employee compensation and benefits 1,339,131 1,245,331
Commissions 944,960 2,098,817
Investment banking 962,544 1,260,648
Communications 235,326 340,267
Occupancy and equipment rental 293,176 461,802
Depreciation 75,700 76,443
Professional and consulting 252,825 138,912
Clearing 377,932 1,154,014
Insurance 232,793 171,997
Telephone 101,362 188,947
Other operating expenses 432,586 803,565
Total expenses 5,248,335 7,940,743
Income before income taxes 64,208 341,439
Provision for income taxes 26,000 127,015
Net income $ 38,208 $ 214,424
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Southern Financial Group, Inc.

Statements of Cash Flows

For the Years Ended December 31,

Cash flows from operating activities
Net income

Adjustments to reconcile net income to net cash used by
operating activities:
Depreciation
Changes in assets and liabilities:
Receivables and advances to affiliates/employees
Prepaid expenses and deposits
Other assets
Accounts payable and accrued expenses
Commissions payable

Net cash used by operating activities

Cash flows from financing activities
Proceeds from short-term note payable
Repayment of short-term note payable

Net cash provided by financing activities

Cash flows from investing activities
Purchases of furniture and equipment

Net cash used by investing activities

Net decrease in cash and cash equivalents

~ Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental schedule of cash flow information:

Cash paid during the year for:
Income taxes

Interest
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See accompanying notes and independent auditors’ report.

2001 2000

$ 38,208 $ 214,424
75,700 76,443
(164,675) (363,402)
(29,798) 12,630
16,878 (20,178)
68,048 31,733
(52,167) (72,515)
(47,806) (120,865)
— 300,000

— (300,000)

(788) (22,422)
(788) (22,422)
(48,594) (143,287)
382,474 525,761
$ 333,880 $ 382,474
$ — $ 12,280
$ 10,648 $ 14,613




Southern Financial Group, Inc.

Notes to Financial Statements
For the Years Ended December 31, 2001 and 2000

Note 1. Organization and Nature of Operations

Southern Financial Group, Inc. (the "Company") was incorporated in 1985, and began operations in
1986. The Company is a member of the National Association of Securities Dealers (NASD). The
Company is a wholly owned subsidiary of Atlantic Securities Exchange Inc. (“Parent”). The
Company recognizes certain expenses of the parent in lieu of an approximately equivalent
management fee.

The Company provides discount brokerage services to individuals through an approved
clearinghouse and underwriting and selling services to corporate clients and municipalities. The
Company is engaged in a single line of business as a securities broker-dealer, which comprises
several classes of services, including principal transactions, investment banking, investment
advisory, and venture capital businesses.

Note 2. Summary of Significant Accounting Policies
Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates. The collectibility of
advances to affiliates as reported in the accompanying statements of financial condition is
particularly susceptible to estimation as collectibility is dependent upon the financial viability of the
affiliates.

Reclassifications

Certain amounts previously reported for the year ended December 31, 2000 have been reclassified to
conform with the December 31, 2001 presentation. These reclassifications had no effect on net
‘income or working capital for and as of the year ended December 31, 2001.

Revenue Recognition

The Company recognizes commissions on annuity and life contracts sold ten days after the contract
has been delivered to the customer. The Company recognizes offering commission revenues and
expenses upon closing of the offering. Commissions on brokerage services are recognized on the
trade date.




Southern Financial Group, Inc.
Notes to Financial Statements (continued)
For the Years Ended December 31, 2001 and 2000

Note 2. Summary of Significant Accounting Policies (continued)
Investment Banking

Investment banking revenues include gains, losses, and fees, net of syndicate expenses, arising from
securities offerings in which the Company acts as an underwriter or agent. Investment banking
revenues also include fees earned from providing merger-and-acquisition and financial restructuring
advisory services. Investment banking management fees are recorded on offering date, sales
concessions on settlement date, and underwriting fees at the time the underwriting is completed and
the revenue is reasonably determinable.

Furniture and Equipment

Furniture and equipment is recorded at cost and depreciated using accelerated and straight-line
methods over the estimated useful lives. Estimated useful lives are five years for fumiture and
equipment. Leasehold improvements are depreciated over the lesser of the economic useful life of
the improvement or the term of the lease. Gain or loss on disposal of property and equipment is
recognized in the accompanying statements of income when incurred.

Cash and Cash Equivalents

The Company considers all demand deposits, money market funds and certificates of deposit
purchased with an original maturity of three months or less to be cash equivalents. Cash as reported
on the accompanying Statements of Financial Condition includes $44,000 held by and restricted for
the use of the Company’s clearing organization.

Income Taxes

The Company’s activity is included in the consolidated federal income tax return filed by its Parent.
The provision for income taxes is determined as if the Company filed on a separate return basis with
the amount netted in advances to affiliates in the accompanying statements of financial condition.
The provision for income taxes is recognized utilizing currently enacted tax laws and rates as of the
date of the financial statements. The Company files separate state income tax returns.

Clearing Expenses

Clearing expenses represents costs charged by the clearinghouse for the execution of securities. In
addition, miscellaneous charges from the clearinghouse such as account write-offs and broker errors
are included. These charges totaled approximately $78,000 and $383,000 in 2001 and 2000,
respectively.




Southern Financial Group, Inc.
Notes to Financial Statements (continued)
For the Years Ended December 31, 2001 and 2000

Note 3. Furniture and Equipment

As of December 31, furniture and equipment consist of the following:

2001 2000
Furniture and equipment $ 423,630 $ 422,842
Less, accumulated depreciation (310,099) (234,399)
Fumniture and equipment, net $ 113,531 $ 188,443

The Company leases office space, furniture and equipment under operating leases expiring in various
years through 2010. Some of the operating lease agreements contain renewal terms and rent
escalation terms including the Company’s responsibility for the payment of property taxes and
assessments for certain building expense overages. The future annual minimum rental payments
below include amounts for office space vacated by the Company, as the Company remains liable.

Aggregate future annual minimum rental payments (receipts) under operating leases are as follows:

Subleased

Years ending Office Office

December 31, Space Space Equipment Vehicles Total
2002 - § 226,607 § (30,000) $ 44,027 § 31,615 § 272,249
2003 160,989 (30,000) 9,906 18,339 159,234
2004 72,656 (5,000) 7,207 7,111 81,974
2005 12,716 4,507 17,223
2006 4,507 4,507
Thereafter 2,629 2,629

Total minimum
lease payments  § 472,968 $ (65,000) $ 61,140 $ 68,708 § 537816

Rent expense under these leases totaled $293,176 and $462,855 in 2001 and 2000, respectively.




Southern Financial Group, Inc.
Notes to Financial Statements (continued)
For the Years Ended December 31, 2001 and 2000

Note 4. Concentrations of Credit Risk
The Company maintains its cash balances with regional banking institutions insured by the Federal

Deposit Insurance Corporation. As of December 31, 2001, the Company’s balances on deposit in
excess of insured limits totaled approximately $140,000.

Note 5. Transactions with Affiliates

The Company has advanced funds for the start-up and operations of the following affiliates as of
December 31, 2001 and 2000:

2001 2000

Atlantic Securities Exchange, Inc. (Parent) $ 1,008,936 $ 793,867
Atlantic Securities Mortgage Company * 210,085 171,940
Service Corporation * 125,538 114,890
Atlantic Securities Planning, Inc. * 14,788 14,788
Subtotal 1,359,347 1,095,485
Less, Reserve for Uncollectable Accounts (186,501)

Total $ 1,172,846 $ 1,095,485

* A wholly owned subsidiary of the Parent.

The Company has not declared nor paid any dividends to its Parent that, if recorded, would reduce the
balance of the above advances. The unaudited, condensed consolidated financial position of the parent
and its subsidiaries as of December 31, 2001, is as follows:

Assets:

Current Assets $ 1,276,502
Investments and Receivables 4,912,008
Property and Equipment 1,120,654
Total Assets $ 7,309,164

Liabilities and Stockholders’ Equity:

Current Liabilities 3 2,023,512
Long-Term Debt 4,024,172
Stockholders’ Equity 1,261,480
Total Liabilities and Stockholders” Equity $ 7,309,164




Southern Financial Group, Inc.

Notes to Financial Statements (continued)
For the Years Ended December 31, 2001 and 2000
Note 6. Additional Paid-in-Capital

Additional paid-in-capital includes the Parent’s capital contribution of $589,347 and is reduced by
treasury stock of $5,000.

Note 7. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission's Uniform Net Capital Rule (SEC
rule 15¢3-1), which requires the maintenance of minimum net capital. The Rule prohibits the Company
from engaging in securities transactions at a time when the Company's net capital, as defined, is less than
$100,000 or aggregate indebtedness, as defined, exceeds 1,000 percent of net capital. As of December
31, 2001, the Company had net capital of $157,512, which was $57,512 in excess of its required net
capital.

The advances to affiliates and prepaid expenses reflected in the accompanying statements of financial
condition are not allowable assets for the purpose of computing minimum net capital under Rule 15¢3-1.

The Company's exemption from the reserve requirements of Rule 15¢3-3 (Customer Protection Rule) is
under the provision of Paragraph (k)(2)(ii), in that the Company does not hold customer securities and all
customer funds received in connection with limited partnership offerings are immediately deposited in a
restricted escrow account handled by another broker-dealer.

Note 8. Income Taxes

The Company had no deferred tax assets or liabilities as of December 31, 2001 and 2000. The difference
between the expected provision for income taxes computed at the federal statutory income tax rate and
the Company’s provision for income taxes is the result of nondeductible expenses and increases due to
state taxes, net of federal income tax effects.

Note 9. Contingencies

The Company is involved in various legal, arbitration and regulatory matters arising in the normal course
of business. The more significant of these were asserted subsequent to year-end and are in process of
being investigated and evaluated by management and the Company’s counsel. An adverse resolution of
these recently asserted matters could potentially have a material effect on the Company’s ‘financial
condition when resolved. Based on facts currently available, management believes that the disposition of
these matters will not have a materially adverse effect on the financial position of the Company. Neither
management nor counsel is able to estimate the possible loss or range of loss.

10




Southern Financial Group, Inc.

Notes to Financial Statements (continued)
For the Years Ended December 31, 2001 and 2000

Note 9. Contingencies (continued)

Additionally, an adverse outcome is probable in the near term on another security investor matter
awaiting a final hearing in arbitration. The plaintiff is seeking actual damages of approximately
$450,000 and punitive damages to be determined in arbitration. The maximum amount of punitive
damages is $420,000. The Company believes its maximum exposure is $50,000 because of insurance
coverage. However, the Company’s insurance carrier is providing a defense with a reservation of its
rights to deny coverage. If coverage is denied, the Company would be liable for the entire award or
settlement. The accompanying financial statements include an accrual of $50,000 for this matter.

Note 10. Employee Benefit Plans

The Company adopted a Qualified Retirement Savings Plan (401(k) ) effective January 1, 2001. All
employees as of October 1, 2000 who were twenty-one years of age were eligible to participate.
Subsequent eligibility requires one year of service. Participants may elect to contribute 1% to 15% of
their compensation, as defined, subject to statutory limitations. Any matching contributions are made
solely at the discretion of the Company and vest to the participant ratably over four years. The Company
made no contributions to the plan in 2001.

11
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MOORE KIRKLAND & BEAUSTON L.L.P.

Certified Public Accountants & Consultants

MEMBERS OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS AND THE SouTtH CAROLINA ASSOCIATION OF CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditor’s Report on Supplementary Information
Required by Rule 17a-5 of the Securities and Exchange Commission

The Board of Directors
Southern Financial Group, Inc.

We have audited the accompanying financial statements of Southern Financial Group, Inc. as of
and for the years ended December 31, 2001 and 2000, and have issued our report thereon dated
March 26, 2002. Our audits were conducted for the purpose of forming an opinion on the basic
financial statements taken as a whole. The information contained in Schedule I is presented for
purposes of additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by rule 17a-5 under the Securities Exchange Act of 1934.
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

s K B audbon LA P ‘

West Columbia, South Carolina
March 26, 2002

150 North Ninth Street West Columbia, SC 29169 Phone (803) 791-7472 Fax (803) 796-1168
P.O. Box 1036 110 Pinewood Avenue Hartsville, SC 29551 Phone (843) 332-1335 Fax (843) 332-9010
1616 Ashley River Road Charleston, SC 29407 Phone (843) 766-5010 Fax (843) 766-5768
www.mkbcpa.com




Schedule I

Southern Financial Group, Inc.

Computation of Net Capital Under Rule 15¢3-1 of the

Securities and Exchange Commission

As of December 31,

Net Capital
Total stockholders' equity
Deduct stockholders' equity not allowable for net capital

Total stockholders' equity qualified for net capital

Add:
Subordinated borrowings allowable in computation of net capital
Other (deductions) or allowable credits-deferred income taxes payable

Total capital and allowable subordinated borrowings
Deductions and/or charges:
Nonallowable assets:
Securities not readily marketable
Exchange memberships
Furniture, equipment, and leasehold improvements, net
Other assets

Additional charges for customers' and noncustomers' security accounts
Additional charges for customers' and noncustomers' commodity accounts
Aged fails-to-deliver
Aged short security differences
Secured demand note deficiency
Commodity futures contracts and spot commodities/proprietary capital charges
Other deductions and/or charges

Net capital before haircuts on securities positions (tentative net capital)
Haircuts on securities

Contractual securities commitments

Securities collateralizing secured demand notes

Trading and investment securities

Bankers' acceptances, certificates of deposit, and commercial paper

U.S. and Canadian government obligations

State and municipal government obligations

Corporate obligations

Stocks and warrants

Options

Undue concentrations

Net Capital

13

2001 2000
$1,717,634 $1,679,426
1,717,634 1,679,426
1,717,634 1,679,426
113,531 188,443
1,446,591 1,211,791
1,560,122 1,400,234
157,512 279,192
$ 157,512 $ 279,192




Schedule I (continued)

Southern Financial Group, Inc.

Computation of Net Capital Under Rule 15¢3-1 of the

Securities and Exchange Commission

As of December 31,

Aggregate indebtedness
Items included in statement of financial condition:
Short-term bank loans (secured by customers' securities)
Drafts payable
Payable to brokers and dealers
Payable to clearing broker
Payable to customers
Other accounts payable and accrued expenses
Items not included in statement of financial condition:

Market value of securities borrowed for which no equivalent value is paid or credited

Other unrecorded amounts

Total aggregate indebtedness

Computation of basic net capital requirement
Minimum net capital required:

Aggregate indebtedness x 6-2/3%

Per Note A

Net capital requirement

Excess net capital

Excess net capital at 1,500 percent
Excess net capital at 1,000 percent
Ratio: Aggregate indebtedness to net capital

Reconciliation with Company's computation (included in Part IT of Form X-17A-5 as of
December 31, 2001)
Net capital, as reported in the Company's Part II (unaudited)
FOCUS report
Allowable assets erroneously reported as nonallowable:
Deposits
Accrued interest receivable
Difference due to offsetting various asset accounts against related liabilities
Audit adjustments to record additional compensation
Other audit adjustments (net)
Other items (net)

Net capital per above

14

2001 2000
$ —_ _
261,737 245,858
$ 261,737 245,858
$ 17,449 16,472
100,000 100,000
$ 100,000 100,000
$ 57,512 179,192
$ 140,063 262,720
$ 131,338 254,606
1.66to 1 88to 1
$ 160,931 226,046
(3,898) 53,146

479

$ 157,512 279,192
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MOORE KIRKLAND & BEAUSTON L.L.P.

Certified Public Accountants & Consultants

MEMBERS OF THE AMERICAN InsTITuTE OF CERTIFIED PUBLIC ACCOUNTANTS AND THE SouTH CAROLINA ASSOCIATION OF CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors’ Report On Internal Control Required
By Securities Exchange Commission (SEC) Rule 17a-5

The Board of Directors
Southern Financial Group, Inc.

In planning and performing our audits of the financial statements of Southern Financial Group,
Inc. (the "Company") for the years ended December 31, 2001 and 2000, we considered its
internal control in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company, including tests of
compliance with such practices and procedures that we considered relevant to the objectives
stated in Rule 17a-5(g), in making the periodic computations of aggregate indebtedness and net
capital under Rule 17a-3(a)(11) and the procedures for determining compliance with the
exemptive provisions of Rule 15¢3-3. We did not review the practices and procedures followed
by the Company in making the quarterly securities examinations, counts, verifications and
comparisons, and the recordation of differences required by Rule 17a-13 or in complying with
the requirements for prompt payment for securities of Section 8 of Regulation T of the Board of
Governors of the Federal Reserve System, because the Company does not carry security accounts
for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph, and to assess whether those practices and procedures can be expected to
achieve the SEC's above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
management's authorization and recorded properly to permit preparation of financial statements
in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

150 North Ninth Street West Columbia, SC 29169 Phone (803) 791-7472 Fax (803) 796-1168
P.O. Box 1036 110 Pinewood Avenue Hartsville, Sq 89551 Phone (843) 332-1335 Fax (843) 332-9010
1616 Ashley River Road Charleston, SC 29407 Phone (843) 766-5010 Fax (843) 766-5768
www.mkbcpa.com




Independent Auditors’ Report on Internal Control Required
By Securities Exchange Commission (SEC) Rule 17a-5

Because of inherent limitations in internal control or the practice and procedures referred to
above, errors or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company's practices and procedures were adequate as of December 31, 2001 and 2000, to meet
the SEC's objectives.

This report is intended solely for the information and use of the board of directors, management,
the SEC and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange
Act of 1934 in their regulation of registered brokers and dealers, and is not intended to be and
should not be used by anyone other than these specified parties.

MQ%{_K’M’Q*E’ME@M LT

West Columbia, South Carolina
March 26, 2002
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